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n late January, the Salvadoran government sold four electricity-distribution plants to foreign
investors for US$586 million the most earned from any privatization to date in Central America.
The sale is a major boost for El Salvador's privatization program, which has been stalled since 1996.
The government now plans to sell the state telecommunications industry, valued at about US$550
million.
Since President Armando Calderon Sol took office in 1994, privatization of state assets has
moved slowly. Between 1994 and 1996, the state earned only US$38.5 million from the sale of
some small firms and government installations, including a coffee mill, four sugar mills, two
alcohol refineries, and infrastructure from the San Bartolo industrial-export zone. In late 1996, the
government approved laws to allow the state to sell strategic industries, such as electricity and
telecommunications firms.
With the legal framework in place, the Calderon administration announced in early 1997 it would
accelerate the privatization program (see NotiCen, 02/06/97). Nevertheless, after the government
lost its majority control in the legislature, opposition parties pushed for reforms in the privatization
laws, and the sale of state assets ground to a halt (see NotiCen, 05/08/97). State earns nearly US$600
million for electricity distributors Although the opposition did force some important reforms in the
telecommunications law in late July (see NotiCen, 07/31/97), bills to modify other laws such as those
authorizing privatization of electricity generation and distribution plants did not pass.
Consequently, in early September, the government took the first steps to sell the state's four
electricity distributors: the Compania de Luz Electrica de Santa Ana (CLESA), in the west; the
Compania de Alumbrado Electrico de San Salvador (CAESS), which supplies the metropolitan area
and some central and northern zones; the Distribuidora de Electricidad del Sur (DELSUR), serving
southern areas; and the Empresa Electrica de Oriente (EEO) in the east. The sale was managed
by the Comision Ejecutiva Hidoelectrica del Rio Lempa (CEL), which runs El Salvador's electric
generators.
Between September and December, CEL sold 20% of shares in the four firms to workers, a
transaction financed largely with loans from the Inter-American Development Bank (IDB). At
the same time, some 20 foreign and domestic firms bought rights to bid on the companies. In the
Jan. 20 auction, the government offered 75% of shares in the plants, reserving 5% for individual
investors to be sold at a later date on the local stock exchange. In the end, six of the 20 companies
submitted bids, and the government awarded the plants to three of those firms, all foreign with local
subsidiaries.
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The Venezuelan company Electricidad de Caracas (EDC) won CAESS and the EEO for US
$297 million. The US-based AES Corp won CLESA for US$109 million. And Emel SA of Chile
won DELSUR for US$180 million. The sale marks a turning point in privatization programs in
Central America, both because of the amount earned and because it is the first successful sale
of electricity distribution systems on the isthmus. "This represents a fantastic achievement for
El Salvador and a landmark transaction for the sector in Central America," said James Scruby,
head of Dresdner Leinwort Benson, which advised the government on the sale. Spokespersons
for some of the winning bidders said the Calderon administration's efforts to promote and protect
private investment, combined with the stability of the Salvadoran economy, contributed to their
decision to invest in El Salvador. "El Salvador is one of the leading economies of Central America
with economic reforms that have resulted in steady growth and a stable currency," said AES
president Dennis Bakke. "We are also encouraged by the efforts of the Salvadoran government
in restructuring the electricity sector and think that this bodes well for privatizations throughout
Central America."

Telecommunications monopoly next in line for sale
Given the success with the electricity plants, government officials are now upbeat about privatizing
the state telephone company, which the administration plans to sell during the first half of the year.
Since amendments to the telecommunications law were passed last July, preparations for sale of
the Administracion Nacional de Telecomunicaciones (ANTEL) have steadily advanced. On Nov. 7,
the legislature passed more reforms, including procedures for the newly formed Superintendencia
General de Electricidad y Telecomunicaciones (SIGET) to approve rate hikes once the industry is
privatized.
The legislature also negotiated changes in the law regarding labor stability for ANTEL workers
with the company's four unions. The previous law would have obligated the firm's new owners
to rehire ANTEL's 5,400 employees and keep them on the job for a minimum of three years.
However, Morgan & Stanley hired to manage ANTEL's privatization advised the government that
the provision could drive away potential buyers. Consequently, the government and the unions
agreed to lower the stability guarantee to 18 months and increase by 50% the severance pay that all
workers were promised as part of the sale. In addition, any workers not rehired for the 18-month
period would receive the equivalent of 18 months of salary as compensation.
With all amendments approved, on Jan. 1 ANTEL was transformed into two new companies in
preparation for its sale Compania de Telecomunicaciones (CTE), which will manage traditional
telephone service, and Internacional de Telecomunicaciones (INTEL), which will manage all
wireless communications. The two companies will be sold independently in separate auctions. The
government has set the base price at US$550.4 million US$527 million for the CTE and US$23.4
million for INTEL. In late December, the government paid US$61 million in severance pay to former
ANTEL employees. It then rehired 4,900 for the new companies, and paid 18 months salary to the
500 ANTEL employees not rehired.
About 430 of the laid-off workers never expected to receive new contracts. However, the dismissal
of the remaining 70 all ANTEL union leaders came as a complete surprise. Since the four ANTEL
unions were legally dissolved when ANTEL ceased to exist on Jan. 1, the dismissal of the labor
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leaders is seen as undercutting any effort to reorganize unions in the new companies. [Sources:
Notimex, 01/19/98, 01/20/98; Reuter, 11/07/97, 01/21/98; Inforpress Centroamericana (Guatemala),
01/22/98; Prensa Grafica (El Salvador), 08/16/97, 09/10/97, 09/22/97, 10/14-16/97, 10/23/97, 10/30/97,
11/07/97, 12/04/97, 12/15/97, 12/21/97, 01/02-04/98, 01/23/98, 01/24/98; Diario de Hoy (El Salvador),
01/22/98, 01/23/98; Spanish news service EFE, 01/03/98, 01/27/98]
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